


DISCOVERY AOLDlNG COMPANY AND SUBSIDLARIES 

Noles to Coorolidaled Finsncinl StalemroL1 
December 31, EoM, Eo05 and 2W4 

(1) Bsris ofPrrwntalion 

rcprcsc~ B combinatloo of thc historical financial i o f m a t i o o  of ( I )  Ascent Media &up, LLC ("Asant Media'?. a 
wholly-owned snbiidiary of Liberty, and Li tmIy ' l508  o m c n h i p  inlacst in D i r o v q  for penads prim (0 the Jvly 21, 
2005 F O I I S U ~ ~ B ~ ~ O ~  of the spin off mracfion ("6s Spin Off? dewtibed in no* 2 and 12) DHC and itr comolidalcd 
rubsidiancs (iclnding 1 ~ 5 0 %  aharc of D i s c o u q ' s  taming$) for thc pcnod following slrh date. Thc Spin OH bar been 
accounted for at historical cost duc to the wo rata o m e  of the dirtihution. A c m d n ~ l y .  DHC'r historical financial 

The accompaoflng consolidated financial slalEmenl6 of Discovery Holding Company ("VHC m the '"Company") 

. .  
global diThburioo via frcight. ratshts. fiber. and !hc Intcmct. Tbc octworb ECTVICC. group pmvida thc faciliticr and 
services 0-sary to arvmblc and disVlhufc pmgramming  ont teal far cable and bmadcw nclworb vis f i b ,  salcllitc, 
and tk In tmc,  to viewers in No& Amcrica, Europe, and Asia. Additionally, the neIwarks SCMCLI group piovidci 
sy~tsmr  mkgratoh design. consulting. coginccnng and project managcmcnl ~ w i c s s .  

included as pm of thc ncfuork services group for financial qopD'fmg p q o s c r .  AcccnlHcalth ~pcrater an adv-sing- 
rvpponcd captive audicncc rclcvision network in doctor office wailing moms nalionvidc. 

Viscovcry if a global media and enlen8mmcnt company that provides original and purchased cable and sateUilc 
1eIc~i ion  p m p m m i n g  in thc United Sfafcs and over 170 olhcr counties. Discowy aho dcvclopr and sell$ h d e d  
~ommerce and educsllooal product liocr in Lhc United Staler. 

The prepamtion of financinl statements in conformity with U S .  gcncnlly mcctpted accouting prinmples ("GAAP"? 
rcquvcr managgcmcol to  makc sitimlcs and ar-ptionr that affect the nporucd Bmounh of ~ C V C ~ Y C  and cxppenrcs for 
r u h  reprtinp pcnod. Ihc rigolficanr crtimater made in p q d o n  of the C a m p y ' s  consolidaId financial reatcmcntr 
ptimanly rclatc 10 vduafioo ofgodwill ,  othcr iomgihlc as~cu. bog-liwd mcu. dcfwrcd fax a r s d s ,  and thc mmnl of 
the allovanm fordoublful accowIl. Actual rcsulls could diffcr from the ertimmalcs upon which the carrying values were 
hascd 

(2) Spin OKTrnarsctioo 

OnJuly Zl,2005(the "SpinOffDilc").Libcnycompleledthc~pin off ofUlrcapilalstockofDHC.ThcSpinOR 
WM cffccted as a dividend by Lib- lo holdas of ils Seer A and Sctica B c o r n _  slock of sharer of VHC Sckicr A 
and %firs B common rrock rryrctivcly. H o l d m  of Ybclty cornman stock 00 July 15,2035 rcccivcd 0.10 of a ahan of 
DHC Scncr 4 ~ommon stock fa tach shan of Libmy SCncs A common stock owned and 0.10 of a share of DHC 
Soia% B common stock for each sharc ofLiberty Saner B commm stock owned. ApprarUnately 268.1 million sharer of 
DHC S C ~ E J  4 cummoo stock and 12.1 d o n  shares of DHC Scricr B common stock wcrc issued io the Spin Off. The 
Spin Off did not iovolvc the paymcnt of any cornidemtion hy the holdna of L i m y  mmmm stock and is intended to 

Substantially all of thc arrM of AcccnlHcalth. LLC WSIC a q u k d  by a subsidiary of DHC in January 2006. and z c  

guallfy as a ler-hee -action. 

In addition to Aaccnl Media and its inuermcnt io Discouay. Liberty sansfsrrcd S2W million in carh to a subsidiary 
of DHC p"or to the Spin OH. 

Follovlng the Spin OH, the Company and Y k n y  ~ p e r a t c  indcpendcnily. and neither hm any atak ownership. 
bcnefcialo~ othcmirq in bhc othcr. In cmoection with thc Spin Off. the Company and l i b a t y  cntcrcd into c-W 
agrrcmcntr iu d e r  to gov- certain of the ongolog relationships kfu- the Company and Liberty Iffa the Spin OH 
and to provide for an ordaly m i i t i o n .  Thhsc agreements include a Rcorga"lation A-ed, B Scrvicss Agrement 
and 8 Tar Shezing ~ g r r r m c n ~  

effcct fie Spin OH and CIOII indcmilicr. h ~ o l  to the S-cn Agrrcmco< L i m y  provider tbc Company vlth offia 

. .  -Xcorgan>zBt,On A A  
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DISCOVERY BOLDING COMPANY AND SUBSIDIARIES 

N o t e  lo C o a r o l d s t d  Firmocial Statmealr - (Continod) 

COIIWCIE. Pcrccnlagc of complction i s  calmiatcd bascd npoo %mal Labor and equipment casu i n N m d  compared 10 to@ 
forecasled cmk far the C D O L ~ ~ C L  Estimafcd Io11c6 on long-term conmcts are recognized in the period in which B loss 
k c o m s  evidenl. 

Repqmcntr icccived f a  ICN~CCE IO bc pcrfomcd at a l a t a  datc arc ieflcctcd in thc camollddated balancc s h e w  as 
d c f d  ~ C V ~ Y C  until such s-us arc provided. 

lncomr 7ncr 

The Company accmIs  for income taxer uodcr StaiEmenl o f  Financial Accounting Standards No. 1 W, Ac~ounflng 
for Income Torr$ ("SFAS No. 109"). SFAS No. 109 is an arsct and LiahiliLy approach that requires the recognition of 
dcfmcd I_ assets and habfitics for the cxpcted futurr tax conwqusoeer of c v e m  that have k n  rreognilrd io the 
C a m p y ' s  consolidated financial sfatemcnfi m ?ax rctumr. In estimating fum tax eonrcqusncca. SFAS No. io9 
gcnerally considm all e x p i e d  futllic even& other than proposed changer in the Lax Law or rafcs. 

Advr?Sshg Cars 

Advcmsing costs gcnmlly arc cxpmed BI incurred. Advtrtirtng e x p m ~  agg'cgawd S3.990,oM). S3.465.wO and 
I3.303.W for the y s m  coded Dscsmhm 31,2W6.1005 and 2034. respc~livcly. 

Sfod-Bmrd Covmrdoon 

As a result of fhs Spin Off and related adjustmen!$ Lo Libem's stock inccntivvc award%, options ("Spin Off DHC 
Awards'? to m u i r e  an atemeate of amiorimrlelv 2.0 miUlon r h m r  of DHC Scrics A EO-OO r i d  and 3.0 million 
iharcs ofOHC &icr B c&&n stwywmc ism& 10 cmployas of Likw. Ln d d i t i o a  cmployccr of A S m t  Media 
who held stock options or stock appmiatioo rights ("SARr'? to aqvlrc shares of Lihuty co-on stock p6m to Lhc Spin 
Off continuc 10 hold such options. Punuant 10 thc Rcorgani~ation AgrrrmcnL DHC is rcspnrihlc for all stock options 
mlated to DHC c o m m  stock. and Libmy is rerponrihlc far all incentive awards related Lo L i m y  comm stock. 
NolwiUlrlanding thc foregoing. thc Company m m d s  stock-based compnralim fa all r l a k  inccniix awards h d d  hy 
DHC'r and ill mbridiaria' cmployccs rcgardlcrr afwhcthcr such awardr rclate to DHC commm $lock 0rLihny 
common stock Any s t a t - b a d  compensation rccmdcd by DHC with rcrpcn to Libaty stock incentive award% is 
mated as a capital Uansaction with Ihc offset Io r t a k - b d  compsnsatim sxpcmc reflected as an adjuamea of 
additlanai paid-in capital. 

In h c m b c r  2W4. thc financial Accounting Standards Board issued Sistcment of Financial Accounting Standards 
No. 123 (=%sed 2001). "Shorc-BnrrdPo)immlr" ("Statement 123R"). Statcmcnt 123R. which is a rcnrion of Statcmcnt 
of Financial Accounting Standards No. 123. "Aic~o~Ninp for Sock-Bared ComprN&n" ("Statema 123") aod 
mpenedcr Accounting Riocipks Board OpvYm No. 25. " A c c o u N ~ ~ ~  for Srock Isrurd to Ev&yee ,"  C'AF'B OpiCon 
No. 25"). crtahllrhcr rmdardr for ths accounting for Wnracdons in which m entity cxchaogci its equity iniuVmcnlr fa 
gods  or s w i e e ~ .  pimarily focusing on msaa ions  in which M entity obtains emplaya -us. Slalcmcnt 123R 
g c n d y  reqaim compruics to m ~ a m  thc cost of  cmploysc w i c s s  iceeived in exchange fm an award of equity 
insrumcats (such BI stock qLionr Md resected stock) based an Lhc giant-date fair value of the award. and 10 iccognile 
that cost o v a  thc -0d during which !he employee is qaluucd to provide semi- (usually thc vesting pCri0d of the 
award). Statcmcnt L23R also mqvim companica lo m-urc the c o ~ l  of cmploya s c n i c e  rcccivcd in exchange for an 
a w d  of liability iryrmmm (mch PI stock appreciation dghb that d b c  vtlled in cash) bascd 00 thc current faL 
valuc of the a w m i  and IO rcmcasuc the fat valuc of thc award at each icpnUng &e. 

Tbe Company adopled Staicmrnl 123R effcctivcIanuary I .  2006.Tbepra%rionr ofStatem~n1 113R allow 
companisroadoptthcrtandarduringUlcmodlficdpmrpc~tivemeth0dortorcrl~allpsiodrforwhichStatcmcnt 123 
was cffcctivc. The Company ha9 adopted Sistcmenl 123R using the modified p~~spcc t ivc  metho4 and the impact of 
adoption was no1 malerial. 

L i k n y  calcvlated the giantdale f z i  \-due for all of ie awards using the Blac*-Scholcr Modcl. L i k n y  calculated 
thc npccfed t w  of thc awards using the methodology included in SEC Staff Accounting Bullclin No. 107. The 

(gcnadly 20%.21%). Liter@ W E  thc risk-& rate for Treasury Bonds with a t w  aimiiar to that of thc mhjccl options 
m d  has assumed a diddmd mtc of zmo. Tbhc Company has allocated fhc giantdale fSir d u e  of the L i b a y  awards Io 
the Spin Off DHC Awards b d  00 the rclativc wading p i c a  of DHC and Libmy common stock Znm thc Spin Off. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Nota  10 Consolidated Fioaoclsl Slatemcm - (Coolinoed) 

pnoi 10 !hc adoption of Statemcot 123R. !he Company applied the intnnric-valuc-bad mcthd of accouotig 
prcmbed by APB Opinion No. 25, to B C F O W ~  for i o  fud-plan stock options. Uodm us m e t h a  compcnratioo 
cxpcnsc was recorded on the dale of grant only if the cumnl market price of the underlying ~ t o ~ k  exceeded the r rc rc iv  
pix and WBI rcfogaized on a &gh(-lioc basis o v a  6 s  vwiog  perid. 

Thhc foliawmg table Illusuatcs thc cffsf on net earnings for the yvys coded Deambcr 31,2035 and 2004 as if the 
fay-ualuc-batsd method of Statcmcnl 123R had bccn applied 10 all outstanding and unwted awards. Compcmation 
e x p i c  for SARa was the same undo APB Opinion No. 25 and Slalcmcnf 123R. Accordingly. no p o  f m a  adjmimcnt 
for such awards is included in the following tabls. 

Add 

I 12 24 - -  Ar reported 
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DISCOVZRY BOLDING COMPANY AND SUBSIDWRIES 

Nola to Cooralidaled Fhsnrlal Statunenb - ICoatiooed) 

beginYng aft= December IS. 2M6. Thhc Company i s  in the prmess of cvalvaling the potential Mpacf of tbc adoption 01 
Fw 48 on 
believe this adoption will have a matseal impact. 

conrolidalcd baiancc shed and s m ~ ~ m e n l 6  of operations and comprchcnsivc earnings Oorr). and d-9 not 

( 4 )  soppiemLnlsi ~ i s c i ~ ~ ~ ~ ~  or cash FIOW infomation 
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DISCOVERY EOLDMG COMPANY AND SUBSIDLARES 

Note  to  Consolidated Nnnaci.1 Stslemcatr - (Coatinoed) 

Conrolidaled Stslcmrnts of Operations 

DHC'r share of ncf carnines S 103.588 

n-2s 
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DISCOVERY EOLDING COMPANY AND SUBSmURIES 

Notes to Conrolidatd Finsmclnl Statements - (Coatmod)  

ne Company's defend  tax assbi and liabilifics an rcported in Ihe accompanying eonsolidatd balance sheeu as 
riiiiowa: 

-*ria 
m m 
"..."h*r...dr 
~- 
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DlSCOIZRY BOLDING COMPANY AND SUBSIDLARIES 

Notes to Conrolidatcd Financial SUIemenU - (Contioncd) 

me componcnu of o t h a  compmhcnrius taming% (103s) LIE rtflcctd in DHC's conralidaled rmlaiemurll of 
comprehcnsivc twinge (loss) nci oftarer. The fououlng lablc mmmariler &e tar cffccts related lo each component of 
olha comprdcnrive cmhgr (loss]. 

Other comprehcnnvc carmngr -- I 9.238 (3.6031 5.635 

(14 Employec Benefit Plans 

Ascent Mcdia offen a 401n)  dcf in4  contribution plan tovcnng mort of ill ful-fimc domcstic cmplayccr OD1 

eligible to pmicipak in the Motion Picture Industry Pention and Hcdth Plso (MPPHP), a multi-cmplopr defined 
bcncfit pension plan. Contributim u, mc MmPHP are d c I m r i n 4  io accordaocc with the p ~ v i r i o n i  of ncgotiakd labor 
conmcf~ and gcnerauy are b a r 4  OD the numba of h o r n  worked As-1 Media aka spoosm B pcmion plan for ehgibln 
~mploycc\ of its foreign subridiancs. Employcrconuibutionr BJC dumnincd by A-nt M d s ' r  b o d  of dinctm. me 
plans mc f u n d 4  by c m p l o ~  snd employer contributions. To!A pcnrion plan cxpensZs for the ym's endsd 
DEEsmber 31. Z W .  2035 and ZONI wcm 17.868,My). $l,lW.000 and 16.485.0(4. rupccUvsly. 

(15) Commitmeotr and Coatim~nckr 

rcd estate. having G U d  m remaimng noncancclablc term in ~ C C S I  of o m  ye' M BI follows (in honsandr): 
Future minimum leait p~ymcnm u n d a  schedvicd operating ICBSCI, wxch are primarily for buildings. qmipmcnt and 



DISCOVERY BOLDING COMPANY AND SUBSIDIARIES 

Notes 10 Co-lidaled Fimanci.1 Ststrmrmls - (Cwlinoed) 

SIC. Thc value of 20% of fhc combined bvsincsr of AF Asrociatcs and SIC is crfimated ai $6.1W.W0. SIC L included io 
Ascent Media's nctwork r-ces gcoup. 

0.35 



( I )  lncluded m Network S-ur Grovprevcnuc ir broadcast scMcrr E V ~ ~ Y C  of $158.151.W. $149.568,003 and 
S136.68O.OW and systcas invgratioo rwenue of $1 12.060,W, 1123.144,W and S89.5W.W in 2W6.zoO5 and 

Earmngs (loss) bcfm mncomc t a m  $ (2,068) 82.112 101.078 
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DISCOVERY BOLDMG COMPANY AND SUBSIDLARIES 

N o l a  10 Coarolidated FinmncW Shtanenm- (Continued) 

In fomamn e3 lo thc Compaoy's o p m ~ o n r  10 d~4c-t geographic amas i s  e3 foilorus: 

5280.175 256245 -- 
(IS) Quarterly Financial Loronnation Wnaodilcd) 
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PART IV. 

lkmls- 
la) ( I )  Fmancial SmtemmU 

Included m Pan n of lhit Report: 

LXscovcq Holding Company: 
U ~ l 5  
11-16 
U-17 
n-18 

n-19 
11-20 
11-21 
n-22 

la) (2) Finannal Ststmsnt Schedules 

Included ia Pan N oflhia Rcpn: 

(i) AU scheduler have bmn omitted becausc they are not applicable, not material or the q u i r e d  infomalion i s  set 

(ii) Sqarav fmmcial rfafcmcntr for Discovery Communicuioos, Inc.: 

fO* in ihc tinanc1al SfstmsnIr a DOLCS ihcnro. 

(a) (3) ExhibiLI 

itern 601 or ~ ~ ~ v l ~ t i ~ ~  S-K): 
Listcd bdow arc the clhibiu which arc filed z9 a pan of ~r Repon (accoF3og to thc number msigncd to them io 

Z - Plan of Acquisition. Rcorganiratloq Arrangcmcnr. Liquidation or Succcssioo: 
2.1 Rcm~anizafion Agrccmcot among Libcny Media Corporation. Discovery Holding Company ("DHC'? and 

Ascent Media Gmup. Inc. (iocorpporaled by x f m n c e  to Exhlhif 2.1 VJ DHC'r Regirtratioo Sfatsmsot on 
Form IO. dated Iuly 15.2035 (File No. WO-51205) (ths "Form IO'')). 

Rcrtaied C d f i c s l c  of Incorporation of DHC (incorporatd by rcfcrcocc lo Exhibit 3.1 to thc F m  LO). 
Bylaws of DHC (incmporatcd by rsfrisncs to Exhibit 3 2  to ihc Form IO). 

Spccimsn Celtiflcale fm rh- of ihc S e e r  A c o r n o n  stock, par vdvc S.01 pm Iharc. of DHC (incorporaLcd 
by~hxncsloElhibit4.ItothcFormlU). 
Spccimn Cenificatc for sh- ofthc Saicr B common rioek, par valve 1.01 p e  rhm. of DHC (incorporated 
by rdacnce 10 Exhibit 4.2 to the Form 10). 
figha A p m c n t  between DHC and EquiScrvs TrustCompany, N.A.. 8s RighU Agcnl (iWorpCmtcd by 
rcfmncc to Exhibit 4.3 Lo the Form IO). 

3 - A n i c l ~ s  of Incorpoiafion and Bylaws: 

4 - Insrmmcntr Defining the Righs of SCaVnticr Holders. including Indcnturcs: 

3.1 
3.2 

4.1 

4.2 

4 .3  

N-i 
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T u b k  or Centmc, 

in - M.WM c o n m t a :  
10.1 Tbc Sharrholdsn Agrumcnt. d a l d  as af Norcmbu 30.1991 (the "Stakhholdm' A p m c n t ' ? .  by and among 

Dirovcry Communications, Inc. ("Dircovcry"), Cor Dircowy. Inc. ("Cor"), Newhhnnnalr TDC 
InvesmulL% Inc. ("NcwChmcls"1. TCI CablcEducation. loc. (TCIVI and John S. Hcndhks I"HendncLE'? 

10.2 

10.3 

10.4 

in.5 

10.6 

10.7 
10.8 

10.9 

m i n  
10.11 

10.12 

10.13 

10.14 

. .  .. . .  
:incorporated by rcracocc to Exhibit 1n.i to ~ h c  F- in). 
FXSL Amendment 10 the Stockhoidcrr' A r n m c n t ,  dated 85 of Mcember 20,1996, by and among Discovery. 
Cox Communications Holdings. Inc. (thc iuccc i i~r  ro Cor). Ncwhovrc Brmdcartig Corporation ( b e  
1uccc11or to NwChannch).  TCW. Hcodnch and for the P ~ O Y E  stated therein ooly. LMC Animal Planet. 
Lnc. ('ZMC'? and Libafy Media Corpoiatioq a Colorado corp-tion ("Libcny") (iDcaiporled by rcfereoce to 
Elhihi, l0.2tothe Fmm 10). 
Second *mendmcol ID the SLockhoidcrr' Agrcuncnt dafcd as of Septrmkr 7. 2wo. by and among Dbcavcry, 
Cor  Communications Holdmgr. Inc. (the I U C ~ I I ~  10 Cox). AdvanccMcwhovsc R0-g P m c r s b i p  (fbc 
suu-esso~ to NcwChannelr). LMC Dircovcry, Inc. ( f m c r i y  h o w o  as KID) and Hcndncks (incorporated by 
rcfcrenccLoErhrbit 10.3totbeFarm IO). 
'hid Amendmull to the StocLholdcn' Agrccmmt. dated as of ScpEmbcr. 2001. by and among Dirovcry, 
Cox. NcwChamcb. TCID. Hcodnch and Advancc Programming Holdings Corp. (incorporated by rcfcrwc to 
Exhibit 10.4 to thc Form 10). 
Fovrth Ammdmcnt lo fbs Stockholdcn' Asreemel. dated as of June 23.2M3. by and mong Dincovcry, Cox 
NcwChannclr. TCW. Libcny Animal Ins. (thc muccesior in iolCrcI1 to LMC) for the p q m c ~  mted in thc First 
Amendmcnr to tht Sfockholdcr.' Amccmeut. and Hcndrich llncworaled bv refaen- 10 Exhibit 10.5 ID fhc 

I . .  
Form 10). 
Form of Tax Sharing A p e m e n ,  bct- Libcny Media Corporation and DHC (incorpomted by reference to 
Exhibil 10.6lothcFmm IO). 
Discovery Holding Company ?COS Incsntivs Plan (incorporatad by reference $0 Exhibit 10.7 to the Form IO). 
Dircovsiy Holding Company 2W5 NOD-Employcc D i x a o r  Plan (incorporaid by nhrrnm Io Exhibit 10.8 10 
~kA=-- In/ 
uc."Lly 

Dircovcry Holding Company Transitional Stock Adjustment Plan (incorporated by iderrncc to E h b i l  10.9 10 
the Form 10). 
Agcesmeot between DHC and John C. Malonc (iDcorporatcd by rcfsreoce to Exhibit 10.10 10 he Farm 10). 
A m m e n t ,  dated Iunc 24.2005. belweeo Di~cavcry and DHC (incorporated by rcfcrcnce lo Exhibil 10.1 I 10 
theFom io). 
Indemnification Agrccmcnt. dated zs of h o c  24. 200s. bctwecn Cor and DHC (incorporated by rrflicoce 10 
E x h i b i ~ 1 0 . i Z l o h e F m  101. 
Indem~iEcatioo AgrccmEoL d a l d  as oflune 24,200S. bctwccn NcwChanncls and DHC (insoporated by 
rcfcrcnccroExbihit 10.13tofbeForm10). 
Form oflndcmnification A-mce with Dimton and Excculivc Oftiuir ( incowmud by refereom 10 
Exhibit 10.14 ID F O ~  in). 

?I  - Subr id ia ia  of Ducovcry Holding Company. filed hcnwith. 
X.1 Conrcot dKPMGLLP,filcd hcrcwith. 
23.2 Conscnf of Pricewaterhourhoopen LLP. filed herewith 
31.1 Ruic 13a.I4(aylSd- 14(a)Ccrtlficatioq filed herrwirh. 
31.2 Rvic13n-l4(aylSd- 14(a)Ccrtlflcati~afiledhncwifh. 
31.3 Rvic 13a.I4(aYlSd- 14(a) Cmification. filcd htxdVI .  

32 - Scction 13% Ccrdfication. filsd herewith. 

IV-2 



IV-3 

DHC. I. D.0000880 



DISCOVERY COMMUMCATIONS, INC 

Coowlidated Balance She& 



DISCOVERY COMJ4UNICATIONS, INC 

Conmlidrfed Staternmtv of Opcrntioas 

nhc accompanying noes ax an integral pad of lhcrc coosolrdalcd financial rtatemEnU 
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Tahlr oscmtmh 

DISCOVERY COMMUNICATIONS, INC. 

Coosolidnled Ststcmenb of Chsnga In Stockholden' D d d t  

ne accompanying mics M an integral par? of Ulerc conrobdated financial slatemene 
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